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1. INTRODUCTION

F IVE years ago, European officials proposed the negotiation of a
transatlantic free trade area (TAFTA) linking the United States and the

European Union in the world’s largest free trade zone. Flush from their successful
conclusion of extensive multilateral trade reforms in the Uruguay Round, it
seemed logical that the two leaders of the world trading system could work
together to resolve their remaining trade problems and in the process set powerful
precedents for the rest of the world to follow. In so doing, they would accelerate
progress toward the ultimate goal of ‘global free trade’.

Transatlantic free trade seemed such an easy task. Bilateral trade and
investment was already large and largely unfettered (except in agriculture) and
the proposals garnered support from both business and labour organisations. After
the acrimonious debate over the ratification of the North American Free Trade
Agreement (NAFTA), proponents felt that the TAFTA would not raise the same
concerns about social and environmental dumping that nearly killed the North
American pact. However, the initial fervour for such talks soon dissipated when it
became clear that sharp differences in US and European regulatory policies, as
well as agricultural support measures, made the negotiating task exceedingly
difficult. Moreover, officials failed to assess the potential damage to the nascent
World Trade Organisation (WTO) that could result if the world’s most powerful
trading nations struck a deal that discriminated against suppliers from the world’s
developing countries. The grand vision of TAFTA was shelved and replaced by
pragmatic and narrowly focused work on regulatory barriers and other ‘nuts and
bolts’ trade problems.

Even without a TAFTA, US-EU trade relations have grown significantly:
bilateral merchandise trade totalled about $400 billion in 2000 and cross-border
direct investment in each other’s market exceeds $1 trillion (on a historical cost
basis). To be sure, major disputes continue to fester over bananas, beef hormones,
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aircraft and grain subsidies,genetically modified seedsand foods, and US
subsidiesprovided under the Foreign Sales Corporation programme.These
problemsdemonstratethat TAFTA is more a vision than imminent reality for
tradebetweenEuropeandNorth America.

Over the pastfew years,however,the EuropeanUnion hasalsobeenquietly
pursuinganotherTAFTA. New tradeinitiatives with its tradingpartnersin Latin
Americaandthe CaribbeanBasinpresagethe developmentof a free tradezone,
or ‘TAFTA-South’, over thenextdecade.A comprehensivefreetradeagreement
(FTA) is already in force with Mexico and negotiationsinitiated with the
Mercosurcountries(Argentina,Brazil, ParaguayandUruguay)andwith Chile. In
addition,the recentlyminted ‘PartnershipAgreement’(discussedlater) between
theEuropeanUnionandits developing-countrypartnersin Africa, theCaribbean,
and the Pacific seeksto establisha more reciprocal relationshipthan existed
under the previousLomé accordsand that eventuallytransformsinto an FTA.
Unlike its previousfree trade venturesin the postwarperiod, theseEuropean
initiatives involve countriesoutside of the regional neighbourhoodand seek
reciprocalratherthanpreferentialtradedeals.

To besure,theEuropeanUnion itself hasnot proposeda broadfreetradepact
with Latin America similar to the ‘Free Trade Area of the Americas’ under
negotiationbetweenthe United Statesand 33 other countriesin the Western
Hemisphere(seeSchott and Hufbauer,1999). Given the diversity in size and
level of economicdevelopmentof Europe’strading partnersin Latin America
andtheCaribbeanBasin,aTAFTA-Southagreementwouldbeadauntingtask.In
some respects,it is comparableto, though much less well defined than, the
pursuit of an FTAA among WesternHemispherecountries.Indeed, like the
United States,the EuropeanUnion hasstartedthe processby taking small steps
with individual countriesandregionalgroups;unlike theUnitedStates,it hasnot
yet integratedthose initiatives into a single negotiationthat over time could
createa super-regionalfree tradezone.

This paperexaminesEurope’stradeand investmentties with Latin America
andtheCaribbeanandprospectsfor theevolutionof a TAFTA-South accord.We
first summarisethe progressto date in the variousbilateral and regional trade
initiatives. We then analysebilateral trade and investmentflows to determine
eachside’sinterestsandobjectivesin pursuingfreetradetalks.Weconcludewith
commentson the implicationsof European-Latin Americantradearrangements
for US-EU relationsandfor the FTAA negotiations.

2. EUROPE’SBUILDING BLOCKS FOR A TAFTA-SOUTH?

CommercialrelationsbetweenEuropeandLatin Americadatebackmorethan
500yearsto a time whentradewasunbalancedandunsavoury,involving slaves,
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silver, andspices.The eraof colonial exploitationis long past;today,European
relationswith theAmericasarebasedon shareddemocraticvaluesandeconomic
partnership.

Responding to the dramatic economic and political reforms adopted
throughoutLatin Americaoverthepastdecade,Europehasundertakennumerous
bilateral trade initiatives to deepentraditional ties and to facilitate European
participationin Latin America’seconomicrevival.To a surprisingextent,theEU
initiatives mirror US commercialpolicy towardthe regionsincethe mid-1980s,
albeit with a lag of severalyears.The US strategyproceededin incremental
stages.First, theUnitedStatesgrantedunilateraltradepreferencesto thesmaller
countriesin the region, under the CaribbeanBasin Initiative and the Andean
Trade PreferencesAct, and negotiated‘framework’ agreementsto establish
forums for bilateral consultationsand future reciprocaltradetalks. Second,the
United Statesproposedintegrating thesebilateral and regional arrangements
underthe umbrellaof a broaderhemispherictradepact (initially the Enterprise
for the AmericasInitiative andthenthe FTAA).

TheEuropeanUnionhasfollowedthefirst partof thisscriptby providingtrade
preferences for developing countries under the Lomé Conventions and
negotiatingframeworkagreementswith either individual countriesor regional
groups. To date, however, it has not formulated a hemisphere-widetrade
initiative like the FTAA. Ratherits free tradestrategyis morediversifiedandis
proceedingat differentspeedsin variousregionsof theAmericas.TheEuropean
Union alreadyhas concludedan FTA with Mexico, but free trade talks with
MercosurandChile areadvancingat a snail’space.1 Discussionson a reciprocal
tradeagreementwith theCaribbeancountriesareexpectedto beginwithin a few
years, while such initiatives with the Andean Community and the Central
Americancountriesareonly in the planningstage.In short,the EuropeanUnion
is in the processof assemblingthe building blocksfor a TAFTA-Southbut is a
long way from putting suchan initiative into effect.

The following sub-sectionssummariseprogressto date in talks betweenthe
EuropeanUnion andeachcountryor region.

a. EU-MexicoFTA

Europe’sfirst FTA in the Americaswasconcludedwith Mexico in late 1999
and enteredinto force on 1 July, 2000.The agreementculminateda decadeof
Mexican overturesto the EuropeanUnion that included efforts by President
CarlosSalinasin 1989to lure Europeancapitalto aid Mexicandevelopmentand

1 Negotiationsthus far havefocusedon non-tariff issuessuchas intellectualpropertyandpublic
procurementwith talks on tariff issuespostponeduntil July 2001. Internal EU disagreements,
especiallyover sensitiveagriculturalissues,havehamperedprogress.
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by PresidentErnestoZedillo to dilute somewhathis country’sstrongdependence
on the US market.2 EuropeanandMexican interestsfinally convergedwith the
signingof the Agreementfor EconomicPartnership,Political Coordinationand
Cooperationin Mexicoon8 December,1997.Thatbroadagreementestablisheda
frameworkfor promotingbilateraltradeandinvestment,andsetthestagefor the
startof formal negotiationsof the EuropeanUnion-Mexican FreeTradeAccord
in 1998.

Like the NAFTA, the EU-Mexicantradeaccordis comprehensive.3 The pact
coversnot only tradein industrialgoods,agricultureandservices,but alsorights
and obligationson investment,intellectual property rights, competitionpolicy,
andgovernmentprocurement,aswell asdisputesettlementprocedures.Underthe
agreement,theEuropeanUnion immediatelyprovidedduty-freeaccessto 82 per
centof Mexicanmanufacturingexports.Tariffs on theremaining18 percentwill
be progressivelyloweredandeliminatedby 1 January,2003.In return,Mexico
agreedto eliminate its customsduties (from currently applied rates)under a
slightly longer transitionperiod.As of July 2000, tariffs on 47 per cent of EU
industrial exportsto Mexico wereeliminated;by 2003an additional5 per cent
will receiveduty-freeaccessto theMexicanmarket;andtariffs on theremaining
productswill bephasedout incrementallybetween2005and2007.While Mexico
is affordeda longerperiodto phaseout bilateral tariffs, it agreedto establishby
January2003a maximumtariff level of 5 per cent for Europeanimports.

Specialprovisionswere included to cover the transition to free trade in the
autosector.Mexican auto tariffs were reducedimmediatelyfrom 20 to 3.3 per
cent, and will be phasedout completelyby January2003 (the sametime that
Mexican auto exportsto Europebecomeduty-free).Mexican auto parts tariffs
will fall to 4 percentby January2005anddisappeartwo yearslater.Thesetariff
preferenceswill alsobeaccordedto Europeanproducersthathavenotestablished
in theMexicanmarketunlessimportsfrom thosefirms exceed15 percentof the
domesticmarket.4 This quantitativerestriction will be eliminated by January
2007.

Unlike the US-MexicoFTA, the EU-Mexicoaccorddoesnot providefor free
trade in agriculture.Overall, only 62 per cent of bilateral trade in agricultural
productswill be fully liberalisedunderthe tradeaccord.Major productssuchas
sugar,dairy, beefandgrainshavebeenexcluded.However,theEuropeanUnion
securedaccessto the Mexican market for a numberof its key exportssuchas

2 Ironically, theEuropeanrebuff of Salinasin 1989led to Mexico’sdramaticdecisionto requestan
FTA with the United Statesin early 1990.In turn, the tradepreferencesgrantedto Mexico in the
ensuingNAFTA negotiationspromptedrenewedEuropeaninterestin free tradetalkswith Mexico
to offset the discriminationEuropeantradersfacedin the North Americanmarket.
3 For theEU Commissionsummaryof thepact,seeInsideUSTrade(21January,2000,pp.17–19).
4 This quotais currentlynon-bindingsinceimportsfrom EU producersaccountfor only 2 percent
of the Mexicanmarket.
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wine, spirits and olive oil. In exchange, the agreement includes partial
liberalisation for certain productsof interest to Mexico such as concentrated
orangejuice, avocadosandcut flowers. The agreementalso includesrights and
obligations on sanitary and phytosanitarymeasuresand establishesa special
committeeto addressremainingfarm tradeproblems.

With regardto services,the agreementspecifiesthat within ten yearsthe two
partieswill progressivelyliberalisebilateral tradein all servicesectorswith the
exceptionof audio-visual,air transportandmaritimeservices.In the interim, EU
serviceproviderswill be accordedat least equivalentaccessto the Mexican
marketas that provided to thosefrom other countrieswith which Mexico has
preferentialtradearrangements (includingits NAFTA partners).Liberalisationof
investment is to start in three years whereasprogressiveliberalisation of
paymentsrelatedto investmentsbeginsimmediately.The accordalso provides
the EuropeanUnion with accessto the Mexican procurementmarket that is
practicallyequivalentto that of Mexico’s NAFTA partners.

b. EU Talkswith Mercosurand Chile

Europeaninitiatives in the southernconeof Latin Americabeganin the early
1990s and resulted in two similar accords: the December1995 framework
cooperation agreement with Mercosur (covering trade and political and
developmentcooperation)andtheJune1996agreementoneconomicassociation,
political dialogueand cooperationwith Chile. Like the EU-Mexico framework
accord, these agreementssubsequentlylaid the foundation for more formal
bilateral tradenegotiations.

At the Rio Summitof headsof statefrom Latin America,the Caribbean,and
theEuropeanUnion in June1999,leadersof theEuropeanUnion, Mercosurand
Chile agreedto launchnegotiationsin November1999 to promotethe gradual
andreciprocalliberalisationof trade.Interestingly,their commitmentomittedany
concretereferenceto the aim of establishinga free trade area.Although the
leadersdid not excludeany sectorfrom the prospectivetalks, concernsabout
liberalisation of agricultureandsomeservicesectorswere reflectedin this less
ambitiousapproach.DisagreementsbetweenEU membercountries,in particular
oversensitiveagriculturalissues,led to EU demandsthat initial talksshouldonly
cover industrialnon-tariff barriers,andthat negotiationson tariffs, othermarket
accessissues,services,and agriculture would be put off until July 2001.
Anticipating the closer integrationof Chile in the Mercosur,the leadersalso
agreedthat the resultsof both the Mercosur-EuropeanUnion and the Chile-
EuropeanUnion negotiationsshould constitute a single undertaking to be
implemented asan indivisible whole by the parties.

Through December 2000, the European Union has held three sets of
negotiatingsessionswith their MercosurandChileanpartnersunderthestructure
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of the Biregional Negotiating Committee (BNC) establishedat the foreign
ministers’ meetingin Brusselsin November1999.5 At the first meetingof the
BNC in BuenosAires (andSantiago)in April 2000,negotiatorsestablishedthree
technicalworking groupscovering:

● trade in goods, including inter alia rules of origin, customsprocedures,
import licences,andsanitaryandphytosanitaryregulations;

● tradein services,investment,andintellectualpropertyrights; and
● competition policy issues (including anti-dumping), government

procurement,anddisputesettlement.

The secondroundof negotiationsin Brusselsin June2000involved technical
discussionsregardingthe exchangeof informationandthe identificationof non-
tariff barriersthat would becoveredin futurenegotiations.At the third roundof
negotiationsof the BNC in November2000, negotiatorsdecidedto start the
processof drafting negotiatingtextsaddressingthe varioustradeareas.

c. EU-Caribbean Initiatives

RelationsbetweentheEuropeanUnion andtheAfrican, CaribbeanandPacific
(ACP) grouphavebeengovernedby successiveLomé Conventionssince1975.
Under thosearrangements,almostall goodscould enterthe EU marketfree of
dutiesor quotas.However,restrictionswere maintainedon certainagricultural
productsin which the Caribbeancountriesarecompetitive(for example,sugar,
bananas,rum, andrice).

TheFourthLoméConventionexpiredin February2000.To takeits place,the
EuropeanUnionandtheACPStatesconcludednegotiationson 3 February,2000,
for a new ‘Partnership Agreement’, which encompassespolitical relations
between these two groups, development cooperation strategies, financial
cooperation,aswell astraderelations.Thenewpactseeksover time to promote
a more reciprocal trade relationshipculminating in a free trade agreement.It
providesfor apreparatoryperiodof eightyearsduringwhich theEuropeanUnion
will continueto grantto productsoriginatingin theACPcountriesnon-reciprocal
preferential treatment similar to that accorded under the Fourth Lomé
Convention.

Negotiationson new tradearrangementsaimedat progressiveand reciprocal
removal of trade barriers are set to begin in September2002 and the new
arrangementsshall enterinto force by 1 January,2008.The preparatoryperiod
will be usedto enhancecompetitivenessof the ACP countries,to strengthen
regional organisationsand regional trade integration initiatives. The parties
agreed to a comprehensivereview of the progress of negotiations and

5 For a moredetailedassessmentof this process,seeINTAL (2000).

750 EUROPEAND THE AMERICAS: TOWARD A TAFTA-SOUTH?

ß Blackwell PublishersLtd 2001



arrangements in 2006to ensurethat no further time is neededfor preparationor
negotiation. In 2004, the EuropeanUnion will examine the possibility of
alternativetradearrangementswith thosecountriesthatdecidethattheyarenot in
a positionto enterinto a partnershipagreementwith the EuropeanUnion.

d. AndeanCommunityand Central America

In late1990,theEuropeanUnionprovidedpreferentialaccessfor exportsfrom
theAndeanCommunityto helpassistin thewaragainstdrugsin theregion.Most
industrialanda numberof agriculturalproductsenterthe Europeanmarketduty
free. The EuropeanUnion intendsto extendthesepreferencesto the Andean
region to the year 2004. To preparefor possiblenegotiationof a Partnership
Agreement,Foreign Ministers of the Andean Community and the European
Union agreedto commissiona study of the current state and prospect for
economicandtraderelationsbetweenthetwo regionsat a meetingin Vilamoura,
Portugal,on 24 February,2000.

Since 1984 the San Jose Dialogue has governedpolitical and economic
cooperationbetweenthe EuropeanUnion and Central America. Within the
frameworkof this cooperation,theEuropeanUnion grantstheCentralAmerican
countriespreferentialaccessto its marketfor agriculturaland,since1 January,
1999,for industrialproducts,underits GeneralisedSystemof Preferences.At the
most recentministerial conferenceof the SanJoseDialoguein February2000,
Central American ministers expressedtheir desire to see the system of
preferencescontinuefor ‘a considerablylonger period’ while a new model for
future economicrelationsbasedon reciprocaltradebenefitsis beingdiscussed.6

Ongoingdiscussionson strengtheningtradeand investmentrelationsare taking
placewithin the European-CentralAmericanTradeForum,which hasmet twice
to datethroughDecember2000.

3. TRADE AND INVESTMENT FLOWS

At first glance,the volumeof Europeantradewith the TAFTA-Southregion
doesnot seemto warranta flurry of negotiatingactivity. Two-way merchandise
tradeamountedto lessthan$100billion in 1999,or about5.5 per centof total
extra-EUtrade(i.e.,omitting tradeamongEU memberstates).Almosthalf of that
trade was between the European Union and the Mercosur countries. By
comparison, EU tradewith North America totalled $400 billion or aboutone-
quarterof the EU tradewith third countries(seeTable1).

6 XVIth Ministerial Conferenceof the San JoseDialogue Joint Communique,Vilamoura (22
February,2000).
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Like the United States,however,the EuropeanUnion seesthe TAFTA-South
regionasa growingandincreasinglyimportantexportmarket.EU exportsto the
TAFTA-South regionwere$50billion in 1999,downfrom a peakof $57billion
the previousyear. EU exportsto the region more than doubledover the past
decadedespitethe sharpfall in shipmentsin 1999dueto repercussionsthrough-
outLatin Americafrom theBrazilianfinancialcrisis(seeTable2). Exportgrowth
was particularly strong in the Mercosur market, with EU exports expanding
threefoldover the decade(thoughgrowth hasbeenstagnantsince1995).

The EuropeanUnion hasrun a tradesurpluswith the TAFTA-South region
since1993,in largemeasuredueto verymodestgrowthin EU importsfrom Latin
America.TAFTA-Southexportsto theEuropeanUnion increasedby only 22 per
centduringthe1990sandgrowthhasbeenvirtually stagnantsince1995.In part,
low commodity prices and high EU barriers to Latin American agricultural
exportshave dampenedsalesfor primary products(SITC 0, 1, 2, and 4) that
accountfor morethanhalf of TAFTA-Southshipmentsto Europe(seeTable3).
In part,this weakrecordreflectsovervaluedcurrenciesthathavehamperedLatin
Americanexportsof manufacturedgoods.

While bilateral trade betweenEuropeand the TAFTA-South region is not
substantialfor the EuropeanUnion, it doesmatter a lot for somecountriesin
Latin America,particularlyin thesoutherncone(seeTable4). For Chile andthe
Mercosurcountries,EU traderepresentsmorethanone-quarterof their total trade
(comparedto aUStradeshareof about20percent).But for muchof thenorthern
half of SouthAmerica,aswell asthe CaribbeanBasin,tradewith the European
Union representsa relatively small share(between10 and15 per cent)of total
merchandise trade.For Mexico, theEU tradeis evensmaller;theNAFTA region
is andwill remainthecentrepieceof its economicrelations.Formostcountriesin
the TAFTA-Southregion,the United Statesremainsthe most importanttrading
partner.

TABLE 1
EU Tradewith the Americas,1999(billions of dollars)

Exports % Imports %

Total Extra-EU 817.8 100 863.3 100
USA 193.5 23.7 174.7 20.2
Canada 17.4 2.1 15.4 1.8
Total TAFTA-South 50.1 6.1 43.2 5.0

of which: Andean 6.1 6.6
Caribbean 3.4 2.2
CentralAmerica 3.6 3.4
Chile 2.6 3.7
Mercosur 23.1 22.3
Mexico 11.3 5.0

Source: IMF, DOTSYearbook(2000).

752 EUROPEAND THE AMERICAS: TOWARD A TAFTA-SOUTH?

ß Blackwell PublishersLtd 2001



TABLE 2
EU Tradewith TAFTA-South,1990–1999(millions of dollars)

Exports 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

AndeanCountries 4,522 4,956 5,888 5,480 5,863 7,227 6,923 7,787 8,464 6,098
Caribbean 1,624 1,695 1,871 2,793 2,143 2,477 2,767 2,675 3,086 3,391
CentralAmerica 1,589 1,609 1,964 2,041 2,044 2,623 3,047 2,737 3,464 3,592
Chile 1,750 1,556 2,024 2,167 2,411 3,157 3,460 3,900 3,695 2,635
Mercosur 7,279 8,107 9,459 11,771 15,930 22,221 23,317 27,140 27,898 23,130
Mexico 5,284 6,401 7,744 7,190 8,274 5,749 6,387 8,658 10,620 11,263

Total 22,048 24,324 28,950 31,442 36,665 43,454 45,901 52,897 57,227 50,109

Imports 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

AndeanCountries 6,135 6,065 6,088 5,246 6,426 7,719 7,438 8,250 7,518 6,609
Caribbean 1,850 1,756 1,939 1,765 1,765 2,127 2,226 2,504 2,220 2,213
CentralAmerica 2,135 2,077 1,963 1,787 2,486 3,138 3,171 3,226 3,465 3,408
Chile 3,400 3,307 3,265 2,699 2,968 4,158 3,763 3,833 3,854 3,698
Mercosur 17,934 18,697 17,472 15,365 18,529 20,024 19,291 21,570 23,467 22,265
Mexico 3,875 3,776 3,803 2,934 3,148 4,059 3,875 4,816 4,657 5,048

Total 35,329 35,678 34,530 29,796 35,322 41,225 39,764 44,199 45,181 43,241

Source: IMF, Direction of Trade Statistics Yearbook (1996, 2000).
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TABLE 3
EU Tradewith Latin Americaby Commodity,1999(million of ECU/euro)

Food, Machineryand
Beveragesand Chemical Transport Miscellaneous

Total Tobacco Raw Material Energy Products Equipment Manufacturing
Exports SITC0–9 SITC0+ 1 SITC2+ 4 SITC3 SITC5 SITC7 SITC6+ 8

Value % Value % Value % Value % Value % Value % Value %

Chile 2,525 100 90 3.6 34 1.3 13 0.5 403 16.0 1,180 46.7 693 27.4
Mexico 10,409 100 344 3.3 95 0.9 62 0.6 1,348 13.0 6,213 59.7 2,165 20.8
Mercosur 21,596 100 691 3.2 244 1.1 229 1.1 3,786 17.5 11,667 54.0 4,098 19.0
Latin America,other 11,122 100 1,016 9.1 118 1.1 155 1.4 1,761 15.8 5,037 45.3 2,720 24.5

Total 45,652 100 2,141 4.7 491 1.1 459 1.0 7,298 16.0 24,097 52.8 9,676 21.2

Food, Machineryand
Beveragesand Chemical Transport Miscellaneous

Total Tobacco Raw Material Energy Products Equipment Manufacturing
Imports SITC0–9 SITC0+ 1 SITC2+ 4 SITC3 SITC5 SITC7 SITC6+ 8

Value % Value % Value % Value % Value % Value % Value %

Chile 3,596 100 963 26.8 806 22.4 0 0 158 4.4 29 0.8 1,406 39.1
Mexico 4,674 100 362 7.7 122 2.6 792 16.9 410 8.8 2,114 45.2 711 15.2
Mercosur 18,180 100 7,211 39.7 4,548 25.0 47 0.3 640 3.5 2,655 14.6 2,926 16.1
Latin America,other 10,125 100 4,640 45.8 915 9.0 1,477 14.6 196 1.9 980 9.7 1,095 10.8

Total 36,575 100 13,176 36.0 6,391 17.5 2,316 6.3 1,404 3.8 5,778 15.8 6,138 16.8

Source: Eurostat, Externaland Intra-European Union Trade Monthly Statistics (August–September2000).
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So why arecountriesin Latin Americaandthe CaribbeanBasinso intent on
new tradetalks with the EuropeanUnion?In brief, threereasonsunderpintheir
interestin expandingtheir commercialpartnershipwith Europe.

First, Latin American and CaribbeanBasin countrieswant to deepenlong-
standingculturalandpolitical tieswith Europe.Freetradepactsusuallyserveboth
political and economic objectives; in many instances,the political goals far
outweighthecommercialinterestsatstake.7 Thetwo regionshavehadarich history
of political, cultural, andcommercialties,andhopethat new tradeinitiatives will
form part of a broaderpartnershipbetweentheir democraticsocieties.

Second, TAFTA-South countries want to increase their exports to the
Europeanmarket.FTAs offer an opportunityto reduceEU tradebarriers,even
thoughtheEU-Mexicoaccordsuggeststhatthescopeof farm tradereformwould
be less than satisfactoryfor the region’s competitive grain, sugar and citrus
producers.Nonetheless,half a loaf of farm trade reform in an FTA, on a
preferentialbasis,would still be nourishing.

Third, and perhapsmost important, the TAFTA-South countrieswant new
accordswith theEuropeanUnion to helpattractforeigndirect investment(FDI) in
their economies.To besure,tradepactsmayencouragesuchinflows only if they
are part of a broaderset of policy reforms, both macroeconomic and micro-
economic,that spur economicgrowth and createattractive investmentoppor-
tunities.But afteradecadeor moreof reform,mostcountriesin theTAFTA-South
regionhavesubstantially restructuredtheireconomies,strengthenedtheir financial
sectors,andprivatisedor deregulatedtheir telecommunicationsandtransportation
networks.8 FTAs with the EuropeanUnion, aswell asthe FTAA with the United

TABLE 4
Latin AmericaandCaribbean:TradeShares,1999

Exports Imports Exports Imports
to EU from EU to US from US

Andean 14.8 18.8 47.7 36.4
Caribbean 14.8 14.8 26.2 34.4
CentralAmerica 14.2 9.0 57.5 42.2
Chile 26.0 20.4 19.4 21.7
Mercosur 25.6 28.8 18.3 21.8
Mexico 3.8 9.9 88.3 74.1
USA 22.0 19.0 – –

Source: IMF, DOTSYearbook(2000).

7 For example,US andEU FTAs with Israelhadmoreto do with Mid-Eastpolitics thanbilateral
trade.Similarly, the US-JordanFTA signedin October2000 was designedto promoteJordan’s
ability to supportthe peaceprocessin the region.
8 Foreigncapital alreadyhashelpedrevive ailing bankingsectorsin Argentinaand Venezuela,
connect electric power grids and gas pipelines in the Southern Cone, and modernise
telecommunicationsservicesinter alia in Mexico, Brazil, Venezuela,andArgentina.
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States,wouldprovidevaluableinsuranceagainstthereversalof thosepolicies,and
thusaddedincentivesfor domesticandforeigninvestorsto locatein their markets.

Thisstrategyis alreadyworking.TheTAFTA-Southregionhasbenefitedfrom
a sharpincreasein EU direct investmentover the past few years.Annual FDI
inflows to theregionfrom EU memberstatesrosetenfold from 1993to a total of
$32.4billion in 1998(seeTable5). Theseinflows haveprecededandanticipated
theconclusionof thenewtradearrangementswith theEuropeanUnion,mirroring
the Mexicanexperienceprior to the completionof the NAFTA negotiations.

As of the endof 1998,the stockof EU FDI in the TAFTA-Southregion,on a
historical cost basis,amountedto almost $130 billion (not including reinvested
earnings).Almosthalf of thetotalwasplacedin theMercosurmarket.Muchof that
investmentoccurredsince1996andhasbeentied to privatisationof state-owned
enterprisesand mergersand acquisitionsin the deregulatedfinancial, telecom-
munications,and power generationsectors.In 1997–1998,FDI in the southern
conecountriesaccountedfor 62 per centof EU FDI in the TAFTA-Southregion.
Spanishfirms playeda particularlyactive role in placing fundsin this region.

The sharp increasein EU investmentcontributed in large measureto the
tripling of overallFDI inflows into theTAFTA-Southregionfrom $30billion in
1994 to $90 billion in 1999 (seeTable 6). During that period, the EU shareof
regional FDI inflows more than doubledto 44 per cent in 1998.9 In contrast,
investmentsby USfirms werefairly constantoverthisperiod,with annualFDI in
theregionaveragingabout$18billion annually.As a result,theUS shareof FDI
inflows into theTAFTA-South regionfell from nearly60percentin 1994to 21.5
per cent in 1999.

4. IMPLICATIONS FOR US-EU RELATIONS

Nearly two hundredyearsago,Europeanincursionsin the US neighbourhood
inspired the ‘Monroe Doctrine’, issuedin 1823 to forestall potential colonial
revivals in South America by Europeancountriesin the post-Napoleonic era.
Today, the US responseto the EU initiatives hasnot beenas confrontational.
Nonetheless,the new Europeantrade initiatives in the Western Hemisphere
clearly have important implications for the United States.Former US Trade
Representative CharleneBarshefskywarned Congresson frequent occasions
aboutthe adverseeffectsthat EU tariff preferencesin Latin Americanmarkets
alreadywerehavingon the competitivenessof US exportersandarguedthat US
negotiations– especially the FTAA – must be advancedto offset the US
disadvantage.

9 This shareunderstatesthe EU position becausethe Europeandata do not include reinvested
earningsby Europeanfirms in the region.

756 EUROPEAND THE AMERICAS: TOWARD A TAFTA-SOUTH?

ß Blackwell PublishersLtd 2001



TABLE 5
FDI Flows,EU to TAFTA-South,1992-1998(millions of dollars)

1992 1993 1994 1995 1996 1997 1998 1998
FDI Stock

Caribbean ÿ20.8 285.7 402.2 655.3 106.7 406.0 302.7 4,718.5
CentralAmerica 2,175.4 2,093.7 1,692.2 133.4 1,544.3 2,403.0 3,200.5 41,080.6
Chile ÿ58.4 76.1 159.5 167.4 228.6 1,848.4 2,036.9 5,457.0
Mercosur 610.1 493.0 922.3 2,112.4 5,106.7 7,025.1 21,536.7 59,294.3
Mexico 305.0 103.0 455.8 1,321.1 570.2 3,057.3 1,033.6 8,811.7
OtherSouthAmerica 712.6 202.6 2,459.7 1,113.1 2,311.4 5,051.2 4,290.1 9,558.6

Total 3,724.0 3,254.2 6,091.6 5,502.8 9,867.9 19,791.0 32,400.3 128,920.7

Note: Datadoesnot includereinvested earnings.
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To be sure, US exporterswill continue to face increasedcompetition in
important growth marketsin Latin America as a result of the new EU trade
initiatives. Thosetradepactsprovide incentivesfor Europeanfirms to establish
andwin marketsharein theregion.Theimmediateimpactwill notbesubstantial,
however.Latin AmericaandtheCaribbean,excludingMexico,accountsfor only
10 per centof total US trade;including Mexico, the total risesto 20 per cent.

More importantly, the EU initiatives should encouragethe accelerationof
domesticeconomicreformsand thus reinforceeconomicgrowth in the region.
This result is good for the United Statesas well. Overall, the growth effects
generatedby the EU pacts should outweigh the adverse impact of the
discriminatory trade preferencesgrantedEU firms in the region. While this
articlecannotexaminein detail thecostsof tradediversiongeneratedby thetariff
preferences, two pointsbearmention:

● First, themarginof preferencewill berapidlyerodedascountriesrespondto
globalisation pressuresand continue to reform their trade regimes
unilaterallyin orderto sourcefrom themostefficient suppliers.In addition,
some of the reforms undertakenpursuant to the trade pacts will be
implementedon a non-discriminatorybasis for the simple reasonthat it
makesno senseto haveseparaterules regulatinginvestment,competition
policy, andintellectualpropertyrights.

● Second,tradediversionwill besignificantin a few industrialsectorsbut less
so in agriculture due to exceptionsto the trade rules or long transition
periods to free trade. For example, the EU-Mexico pact already is
promptingnew EU investmentin assemblyplantsandpartsmanufacturers
in Mexico,andcouldleadfirms to sourcetheirNorthAmericanautoexports

TABLE 6
FDI in Latin Americaandthe Caribbean

Total FDI Inflows-
LAC Region Capital Outflowsto LAC Region

from US* from EU*
($ billion) ($ billion) % ($ billion) %

1994 30.1 17.7 58.8 6.1 20.3
1995 32.8 16.0 48.8 5.5 16.8
1996 45.9 18.1 39.4 9.9 21.6
1997 69.2 21.5 31.1 19.8 28.6
1998 73.8 16.8 22.8 32.4 43.9
1999 90.5 19.5 21.5 n.a. n.a.

Note:
* Doesnot includereinvested earnings.

Sources: UNCTAD, World InvestmentReport (2000); US Departmentof Commerce(www.bea.doc.gov);
Eurostat, EU Direct Investment Yearbook(1999).
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to Europe from Mexican rather than US or Canadianplants to take
advantageof duty-freeaccessto the EU market.

In short,US firms will haveto competemoreaggressivelyfor marketshare–
but in an expandingmarket.In addition, the EU pactsshouldcontributeto the
promotion of important US foreign policy objectives. StrengtheningLatin
American economic growth helps sustain the important political reforms
achievedin the regionover the pasttwo decades.A stronger,moredemocratic
region is a betterneighbourandeconomicpartnerfor the United States.

Finally, one shouldnot forget that the EU initiatives are taking placeat the
sametime,but overa longerperiod,asongoingnegotiationson anFTAA. As the
EU pactspromotetradeand investmentin Latin America, thosecountrieswill
havemoreflexibility in restructuringtheir economiesto meetglobalcompetition.
In turn, thesereformswill makeit easierfor themto undertakeandsustainfree
tradecommitmentswith theUnitedStatesundertheFTAA. And, to someextent,
Latin Americancountrieswill usethe TAFTA-South initiatives asa foil to the
FTAA, usingeachto pressurethe United StatesandEuropeanUnion in turn to
reducetheir own trade barriers,especiallyin agriculture.Both developedand
developingcountriescanbenefit from a doseof free trademedicine!
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